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Introduction

Serbia has fertile soils and favorable climaticdibans, ideal for fruit production. Fruit growing
has always been an important part of Serbian dgrreuand economy providing jobs in rural areas,
supplying quality and locally grown produce to aamers and contributing significantly to rural
economies and local communities.

The total surface of arable agricultural land intftse exceeds 4.2 million hectares, out of which
210,000 hectares (5%) are covered with tree ffde fruits are predominantly cultivated (95%) by
private smallholders and traditional family-ownedadl farms. Over 75%, of farmers’ households
have less than 5 hectares while fewer than 5% Inawe= than 10 hectares. In 2006, 15 % of
Serbia's total value of agriculture primary productwas from the tree fruit sub-sector. Apples
were the country’s fifth and plums were tenth rahk®mmodities in terms of output value. In
terms of land surface, plums dominate, accountorg52% of all tree fruit orchards in Serbia,
apples are covering 17.6%, and sour cherries 1018é&. fruit is also one of the sub-sectors within
Serbian agriculture with constant growth tendemcthe past six years.

Fresh and high-quality processed fruits are ambagée products where Serbia is most likely to be
able to compete successfully in international m@rk@d where domestic demand will grow as
incomes rise. Serbia is actively seeking EU acoassnd must increasingly compete in
international markets

l. Dynamics/Driving Forces
Key drivers that affect changes in the sub-seatr a

1. External Forces

Global Demand Global demand for fresh tree fruits worldwide ssonger than ever. Rising
consumers’ incomes of emerging middle class in t@ssuch as Russia, India and China have
boosted demand for fresh tree fruits. Russia isafrtee most attractive of the global markets and
Europe's fastest-growing consumer economy. Thikasworld’s fifth-largest market for fruit and
consumption is expected to continue to grow.

Change in Consumption Pattern: Rising consumer incomes in developing countriegehaso
caused changes in tree fruit consumption pattéiinare is a positive qualitative shift in spending
and consumption structure. More middle class comssnn developing countries choose high
quality tree fruit products, rather than low prides incomes continue to grow, spending on basic
fruit products will decline more.



Climate Changeg¢Long Droughts, Early Frosts, Heavy Hailstorms: léalbwarming will change
what food is grown in Serbia and where. Negati¥ects of climate change have already affected
fruit growing in Serbia. Long droughts, as expeciah in the south and east of the country, had
severe and costly effects. Production quantitied @umality vary from year to year affecting the
market price of tree fruit products. Increase iovgng season temperatures emphasized need for
greater use of irrigation systems.

Changes in the International Currencies:Weakening of US$ currency significantly increased
purchase prices of food products in “Dollar’ cousdrand decreased purchase prices in Euro
countries.

International Trade: (1) Export Market / Trade PolicieSerbia has the Special Trade Agreement
(STA) with Russian Federaticso that customs duty for imports is only 1% onhereforemajor
exports of fresh apples and stone fruits can g&ussia more competitively than from other
European countries that have higher dutMsltilateral Central European Free Trade Agreement
(CEFTA) between countries of ex-Yugoslavia, Albanend Moldova also provides trade
advantages, enhancing export potential. Serbiasiggied a Preferential Trade Arrangement with
the EU for products having preferential origin staffor fruit products custom duty is 0%). Serbia’s
dramatic increase of apple exports in 2001-20@¥nf0.78 million US$ to 23.8 million US$ was
partly caused by the implementation of STA with as Federation2) Food Price Global Crisis
The price rises (in dollars) are a result of recaif¢rices, weakening dollar, extreme weather and
growing demand from developing countries.

Increasing concern over food safetyFood safety is an increasing concern among retaikets in

all over the World, with a growing emphasis on tieed for product traceability and GlobalGAP
certified produce. Already this season, fruit amdjetable cooperatives from Vojvodina working
with USAID Agrobusiness Project failed to close teal with British retail company ASDA due to
their inability to provide GlobalGAP certified frlesproducts. Exporters have expressed similar
pressures from their buyers. Serbian firms neeattoeve certification to take advantage of market
opportunities for tree fruit stakeholders in Serbia

2. Internal Forces

Fast Growth of Export Value: Treefruits are becoming one of the main export productSerbia.
There is increased export of fresh fruits (awayrfrprocessed) worth 51 million US$ in 2007.
Serbia had a fast growth of export value of fregle tfruits from 2002 to 2007 with compound
annual growth rate (CAGR) of 67%. Apples were lagdresh exports accounting for 47% of the
total exported value ($23.8 out of $50.3 millionjth 182% of CAGR in 2002-2007, followed by
plums taking 23% of the total exported value ($Idubof $50.3 million).

Investments in New Technologies(1) Storage Technologies/Extending Fruit ShelielDuring

the last two years introduction of new sophistidatechnologies in fresh fruit storage,ultra low
oxygen (ULO) and controlled atmosphere (CA), hagificantly increased in Serbia led by
Government investment in the sub-sector. Those wkested in new cold stores have the
opportunity to sell fresh fruit during the fruiteff-season, achieving the highest prices in the
market. Major developments in fruit storage knowrf@ynamic Controlled Atmosphere (Dynamic
CA)” and extension of fruit shelf life such SmaeBi*" Quality System are still waiting to be
introduced in Serbia while Europe’s leading prodaa# fruit are already using these methods.

(2) New Production Technologies/Growing MethoBsie to increased dependence upon weather
condition irrigation systems, anti-hail nets andi drost systems have become a standard for
successful tree fruit growing in developed coustrguch as Italy and Chile. Introduction of these
systems in Serbian fruit growing have increasedtiies and quality of fruit produce, but are still




insufficient. There are rare examples of produeesieg anti-hail nets such as Juzni Banat, and
Delta Agrar, but covering only 35 hectares. Higlagwor costs, particularly for fruit picking, had an
impact on increase of costs of production, forgngducers to use machine harvesters.

Food Retail Market: (1) The Rise of Supermarkets vs. Green MarkAisgerage domestic fruit
consumption is in constant growth. Growth rate aféstic fruit consumption for the period 2000-
2005 was 26% (from 43 to 54 kg per capita). Satesvth of fresh fruit at the green markets has
slowed in the last years, due to the rapid grovitthe retail sector in Serbia, which became a major
driving force in the fresh markets sector. (2) Mer€oncentration of Food Retail Chaifetailers
such as Delta M, Metro, and Mercator, hold the ésggnarket share, dictating the prices and
product quality. But without bigger influence of thableaders in food retail on the Serbian market,
there are no local market incentives for local picsts to adjust to global market standards.

Fresh Wholesale Market:Distribution /Consolidation Centers vs. Kvantas kéds Consolidation
centers are taking over the role of traditional K& wholesale markets. Increasingly,
supermarket chains bypass wholesalers and buytlgireom producers. Delta M company has
recently established consolidation center for friesh and vegetables, near Smederevo, in support
to its Maxi retail chains.

Vertical Integration and Consolidation: The emergence of vertically integrated producer
organizations from growing, storing to marketing teen taking place in the recent period. A good
example for this process is the Fruitland Assooratof eight cooperatives formed to increase
negotiating power, quality of products, and imprdiences. They have installed modern ULO
cold stores of over 12,000 tons capacity to incedsseason value-added sales of fresh apples and
plums. These investments were led by Governmenhtgrao Fruitland cooperatives. The
consolidated offer of produce helped them to redinee costs of logistics and marketing and
provide continuity of deliveries to buyers.

Privatization of farming enterprises has sped up the introduction of up-to-date teclgiefy and
the rejuvenation of orchardBelta Agrar acquired state owned AK "Podunavljednfr Celarevo
and invested 8 million US$ in a 100 ha apple ordhasing up-to-date technology from Italian
region of South Tyrol. Another example is IndugtRactory - Farm (IFF) “Juzni Banat” bought by
Agromarket from Kragujevac. Both companies, Deltal aluzni Banat, are in the process of
introducing Global GAP standard and during 200&éstrseason will complete certification.

Il. Implications for Serbia

Fresh and high-quality processed fruits are amboge products where Serbia is most likely to be
able to compete successfully in international miarkend where domestic demand will grow as
incomes rise. Serbia is actively seeking EU acoessind must increasingly compete in
international markets. To do so, it must changaynaf the ways that it is currently producing,
handling and exporting fruit,including adopting:

* More advanced growing technologies - Due to thai@ant impact of climatic factors on
fruit production, produced quantities vary from yéa year. Serbian producers need to
upgrade their production technology.

» Traceability / Certification — Serbia has to meeél feuit standards by improving quality, food
safety, fruit variety, and packaging.

» Shortage of storage capacity to expand sales inffreeason period - Export of fresh fruit is
carried out mainly during the fruits’ high seasoecéuse producers usually lack storage

! Traditional wholesale green market in Serbia



technologies and experience in storing the fruitlscreased investment in modern storage
units is needed.

« Better vertical or horizontal integration of farreer Small-scale fruit producers are slowly
getting out of the business. There are good exasrgdléruit growers that recognized a need
to integrate.

* Improved post-harvest handling practices with mod&chnology for fresh fruit grading,
sorting, and packing.

« Continuous presence in the target foreign marketsugh consolidated promotion and sales
need to be insuredero advertising campaigns have been launchedatmqie Serbian fruit
products in export markets.

M. Vision for Growth / Strategy

Referring to the Agribusiness project goals, thénnfiacus of the tree fruit sub-sector will be oe th
growing export market for fresh apples to Russid diversifying sales outlets via EU market
channels focusing on fresh stone fruits. Only beaiegognized at the international market as a
reliable supplier of high quality fresh tree fruttgat consistently meets buyer specifications, will
Serbia be able to compete in the global market@acesteadily increase sales.

A secondary focus will be on immediate export oppaties for value-added products, including
retail packs and organics, and dried fruit, fruiegs, juices, concentrates, and purees. The main
target markets for value-added will continue toSerbia’s traditional export markets such as EU
and neighboring countries and new emerging markle¢sRussia, Scandinavian countries, and
Japan. The project will also support industry dffdior growing sales values going into Serbia
supermarket outlets.

Since fresh tree fruit sub sector is distinctiveagard to time needed for expanding production and
introducing new varieties, project will focus onigig capacities and resources by improving
quality and efficiency of produce, extending thdlisg season of fresh fruits, supporting
consolidation of export promotion and sales, androwing ABDS linkages for tailored assistance
packages. The agribusiness project shall furteeerbhge this by assisting in the value-adding
process, mainly through packaging, branding andgssing of the fresh fruit. The food safety
requirements to access EU markets are very highdanidg initial two years of project life the
industry stakeholders will be supported to impletneaquired standards, such as product
traceability, GlobalGAP and HACCP. The continugmmergence of new producer organizations,
associated with already existing coops and stroagketing companies will also be supported by
the project to add to the process of sustainability

To achieve these goals, the project will strivedvelop capacities of human resources for
application of the latest technologies and methodfficient production, post-harvest, cold
storage, and, in particular, promotion and salSerfbian fruit products. Through all those stages
of program implementation, the project will usddaling leverage points to maximize impacts and
assure sustainability:

* In the first two years, we will focus our efforta the Fruitland Association of Cooperatives
(eight) and newly emerging integrated farmers gsaimpenhance quality exports;

* In the first two years, we will focus our effort: ahe development of a sector specific
association at national level starting with “FrwfsSerbia Association”;

» Use international trade fairs in Serbia (Novi SAdlgrade) and abroad as leading points of
contact around introducing new technologies andkatanrg links;

» Use private ABDS providers and equipment suppbesupport transfer of new
technologies;



» Central consolidation/distribution centers to repl&raditional wholesale markets;

Expected results

Increased cumulative exports of tree fruit proddietsadditional 80 million US$ over the life of the
project - 50 million from fresh and 30 million frorprocessed. Increased employment at
consolidation centers, cold stores, processingtgla&BDS providers, commercial farms, and new
producer organizations.

V. Goals/Objectives/Activities

Goal 1: Improve the productivity, quality and sustanability of fruit production systems that
meet market demand

Objective 1.1: Reduced seasonality and improved yeaound availability of fresh fruit at
competitive prices
» Activity 1.1.1: Increase cold storage capacity iyaducing suppliers and assisting buyers to
access funding
* Activity 1.1.2: Improve cold storage inventory, gplypmanagement and product traceability
through introduction of software to facilitate cofidation of sales (start with Fruitland
Association)
e Activity 1.1.3: Train local service providers onegh fruit storing issues (using service
providers from equipment suppliers) to then traiodpicers

Objective 1.2:Built capacity to effectively respond to rising stadards in export tree fruits

» Activity 1.2.1: Design Strategy for Standards Gition (July 2008)

« Activity 1.2.2: Raising awareness among producegairding product traceability and
GlobalGAP

« Activity 1.2.3: Developing traceability and Globa® manual as a public shareware
available to all stakeholders

» Activity 1.2.4: Financially supporting PO'’s certétion for export as a test case (certify four
producer organizations — at least ten growers df €0D)

« Activity 1.2.5: Work close with Ministry of Agricaire (MAFWM) and other relevant
institutions to match funds for the training cos;ssonsulting services and standards
certification

Objective 1.3:Improved harvest and post harvest management and pcessing techniques

» Activity 1.3.1: Train service providers to providapacity building to Fruittand members and
the cooperative (paying)

« Activity 1.3.2: Organize study tours to advancadtfgrowing operations in Italy and France

« Activity 1.3.3: Support transfer of new technolagte producers (using service providers
from equipment suppliers)

» Activity 1.3.4: Organize study tours to overseascpssors and equipment providers for value
added products

» Activity 1.3.5: Provide technical experts / supgiérom overseas to work with processors on
new technologies and develop other new value addstlicts.

Goal 2: Consolidated export promotion and sales fomore reliable and competitive supplies

Objective 2.1 Consolidation of export promotion activities

* Activity 2.1.1: Support development of sector sfiediational Association (start with Fruits
of Serbia Association)



» Activity 2.1.2: Provide support to stakeholdergpraparation for the exhibition at local and
international trade fairs
» Activity 2.1.3: Improving producers marketing commization skills

Objective 2.2 Consolidation of sales

« Activity 2.2.1: Facilitate networking of existingnd establishing of new producer
organizations (Fruitland and Fruits of Serbia Asstians, regional producer organizations)
« Activity 2.2.2: Technical support in set-up of regal consolidation hub centers

Objective 2.3 Improving buyer linkages

* Activity 2.3.1: Organizing and facilitate inwardying missions (SPAR from Slovenia)

« Activity 2.3.2: Organize and co-finance trips toahepecific buyers (ASDA retail in Leeds,
UK)

» Activity 2.3.3: Support supply chain developmensatisfy buyer identified requirements to
conclude sales in new markets (ASDA, SPAR, Ameridegam Inc.)

» Activity 2.3.4: Provide buyer-seller services taksholders-clients / Help clients in
negotiations with buyers (Burlat Pro, FruitlandleABorjana)

» Activity 2.3.5: Facilitate sales trainings for sédolders to provide market information on
buyer and consumer requirements

« Activity 2.3.6: Train exporters on requirementdanfgeted markets regarding packaging
practices and standards, including paletizationlabéling (using foreign buyer’s
representatives) to then train producers

Goal 3: Develop industry-based ABDS, focused on pdoct competitiveness

Objective 1.1 Assist ABDS providers to improve provision of\@ees in support to GlobalGap
standard and product traceability (Accreditatiomgdmnovation Center’s laboratory)

Objective 1.2 Link Foreign Service providers with industry diadilitate involvement in the sub-
sector

Objective 1.3 Supporting local production of certified virusé& nursery plants (link local
nurseries with international fruit-breeder licersedeaining in laws on importation and global
procedures on licensed products, royalties).



Figure 1 - Sub-Sector Map for Fresh Tree Fruit Marketing Channels
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COMMODITY PLAN CHART

ACTIVITIES | STAKEHOLDERS [ TIME TABLE
Reduce seasonality and improve year-round availabiy of fresh fruit

Support increase of cold storage capacity Sector lead, ABDS, Suppliers, STTA, PO’s Year 2-4
Improve cold storage inventory, supply managemedtmoduct traceability Sector lead, ABDS, FruidaPO’s team Year 1-2
Train service providers on fresh fruit storing issuo then train producers Sector lead, ABDS, SenspISTTA Year 1,2
Built capacity to effectively respond to rising stadards in export tree fruits

Design Strategy for Standards Certification (JWQ&) Sector lead, Grants Manager, Policy Specialist Year 1
Raising awareness among producers regarding pradeeability and GlobalGAP ABDS, Fruits of Serbia Year 1-2
Developing traceability and GlobalGAP manual asiblip shareware ABDS, STTA, Fruits of Serbia Year 2
Financially supporting PO'’s certification for expas a test case Sector lead, Grants Manager, ABDS, team Year 2-38
Optimize activities & financing opportunities frohAFWM and donors organizations Governments and &tdi$/projects Year 1-3
Improve harvest and post harvest management and poessing techniques

Train service providers to provide capacity buitgto Fruitland cooperative members STTA, ABDS, Year 1-2
Organize study tours to advanced fruit growing apens in Italy and France Sector lead, ABDS, PO’s Year 2-3
Support transfer of new technologies to produagsg§ equipment suppliers) Sector lead, ABDS Year 2
Organize study tours to overseas processors ampneenut providers for value-added Sector lead, ABDS Year 2-4
Link processors with technical experts/suppliera@i technologies and value added Sector lead, ABDTA, Year 2-4
Consolidation of export promotion activities

Support development of sector specific Nationalosgsion PO’s team, Fruitland Association, STTA aré-3
Support to stakeholders in preparation for thelatibin at trade fairs Marketing team, ABDS, Sedéad, Year 1-5
Improving producers marketing communication skills Marketing team, ABDS, STTA, Sector lead Year 1-5
Consolidation of sales

Facilitate networking of existing and establishafgnew producer organizations PO’s team, Sectar lea Year 1-5
Technical support in set-up of regional consolmlatiub centers Sector lead, ABDS, Suppliers, STTA ear2-4
Improving buyer linkages

Organizing and facilitate inward buying missions Sector lead, Marketing team, Buyers Year 1-5
Organize and co-finance trips to meet specific balye Sector lead, Marketing team, Growers, Exportefs Year 1-5
Support supply chain development to conclude salasw markets Sector lead, ABDS, STTA, Exporters ealyl-5
Provide buyer-seller services / Help clients inat&gions with buyers Sector lead, Marketing team, Year 1-5
Training programs to provide market informationbuyer and consumer requirements Sector lead, ABDSA, Marketing team Year 1-5
Develop industry-based ABDS, focused on product cqmatitiveness

Identify local ABDS providers-individual or busirsss Sector lead Year 1-3
Assist ABDS providers to improve services in suppoistandards implementation Sector lead, STTADAB Year 1-3
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Link foreign ABDS providers with industry and fatalte involvement in the sub-sector

Sector leadDSB

Year 2-4

Supporting domestic production of certified virued nursery plants

Sector lead, ABDS STTA,

Year 2

4



